Cancellation No. 97-1

CANCELLATION OF LIMITED TAX BENEFIT
Report Pursuant to the Line Item Veto Act, P.L. 104-130

Bill Citation: "Taxpayer Relief Act of 1997" (H.R. 2014)

1(A). Limited Tax Benefit: Section 1175. This item is identified as a limited tax
benefit at Section 1701(54) of the bill. Section 1175, "Exemption for Active Financing
Income", is canceled in its entirety,

1(B). Determinations: This cancellation will reduce the Federal budget deficit, will not
impair any essential Government functions, and will not harm the national interest.

1(C), (E). Reasons for Cancellation; Facts, Circumstances, and Considerations
Relating to or Bearing upon the Cancellation; and Estimated Effect of
Cancellation on Objects, Purposes, and Programs: Prior to 1987, income eamned in
connection with the active conduct of foreign financial services businesses, including
interest, dividends and certain gains, generally was exempt from current U.S. tax.
However, the Tax Reform Act of 1986 eliminated or curtailed this benefit based on
serious concems regarding the mobility of such income and the ease with which financial
services entities could shift income to tax-haven jurisdictions. Seg P.L. 99-514, section
1221(a)(1). The canceled item would have enacted a new exemption for such income
for a single year (1998), and would not have addressed adequately the concerns that led
to the repeal of the prior exemption in 1986. The one-year restoration of an exemption
for this income would have decreased Federal receipts, would have allowed the tax-
haven abuses that previously existed, and would have provided preferential tax treatment
to a limited group of taxpayers. The legislative history and purposes of this provision
were considered, but did not outweigh the foregoing reasons for cancellation.

1(D). Estimated Fiscal, Budgetary, and Economic Effect of Cancellation: Asa
result of the cancellation, Federal receipts will not decrease by an estimated $317 million
over 5 years. This will have a commensurate effect on the Federal budget deficit and, to
that extent, will have a beneficial effect on the economy.

1(F). Adjustments to Discretionary Spending Limits: Not applicable.



